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EDITORIAL DEPARTMENT NOTE 


A specific program for carrying out the prime functions of the 
accountant in discharging his responsibility to yy in plan- 
ning for post-war operations is provided in the article by Harry E. 
Howell in this issue of the Bulletin. In discussing in detail the three 
steps in this p preparation of a series of predictions of 
the possible of cash resources, the measurement of financial 
strength, and the —e of ability to meet post-war competition 
and make a profit—Mr. Howell provides a wide coverage of the 
ences area in the accountant may function as the right 
hand o 


Harry E. Howell will need no introduction to most readers of the 
N. A. C. A. Bulletin. He has been active in association affairs for 
many years and has appeared frequently as a convention and chapter 
poe By During 1941-42 he served as President of the Association. 
In addition to his accounting training obtained in this country and in 
England, Mr. Howell the B degree from Northeastern 
University and is a member of the Massachusetts Bar. He is Con- 
troller of the Grinnell Co., Inc., of Providence and in addition is 
engaged in public accounting as a partner of the firm of Howell & 


Articles published in the Bulletin present many different viewpoints. 
In publishing them the Association is not sponsoring the view ex- 
pressed, but is endeavoring to provide for its members material which 
will be helpful and stimulating. Constructive comments are wel- 
comed and will be published in the Forum Section of the Bulletin. 
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ACCOUNTANT’S RESPONSIBILITIES TO MANAGE- 
MENT IN PLANNING FOR RECONVERSION 
AND POST-WAR PROGRESS 


By Harry E. Howell, Controller, 
Grinnell Co., Inc., Providence, R. I. 


WE MAY well start by restating the accountant’s general respon- 

sibility to the management and to the ownership of industry. 
It is to provide, through accounting and financial techniques, infor- 
mation which shows the results of the transactions which have 
taken place, and to give some measurement of the probable results 
of the policies responsible for the events currently occurring, as 
well as to furnish estimates of the financial results which might 
happen as a result of alternative policies ; and to provide the means 
whereby the operation of policies may be checked and maintained 
or corrected. 

There is a corresponding responsibility on the part of manage- 
ment to realize the special contribution of the accountant and his 
techniques to the effective control of business operations and to 
see that the accounting function is not subordinated, especially 
in times when things are prospering. 

That the accountant’s responsibility will be greatly enhanced in 
the period into which we are entering goes without saying. We 
are beginning to recede from the period during which the produc- 
tion executive has taken precedence over the financial executive, 
and we are coming into a period when the greater share of manage- 
ment will rest on the accountants and financial executives and on 
the sales and market executives and less on the production execu- 
tives. It is to be hoped that this triumvirate of management will 
again operate as a balanced unit, for only thus may steady progress 
be made on a stable foundation. 


Accountant's Responsibility Defined 
The accountant’s responsibility to management today is no dif- 
ferent than it has been, but the failure to meet this responsibility 
will be more disastrous and the successful carrying out of this 
responsibility will be more fruitful than ever before. It can be 

defined quite simply : 

First, to carry out his function in the business with the 
-highest standards of technical skill; with a sound knowledge 
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and wise application of the principles of psychology which 
will permit his reports to be acceptable and to play their part 
in influencing decisions of management; and to do this with 
the utmost economy and a ruthless elimination of all reports 
or procedures which do not at a given time contribute to the 
preservation of the assets or the profit-making activities of the 
company. 

Second, and of the utmost importance, to bring into play 
in carrying out these functions the well considered opinions 
and the educated judgment which can only come from an ever 
keen and searching intellect, which will not be confined to the 


business itself, nor even to the industry of which it is a part, © 


but to the entire range of problems which affect the economic 
background and environment in which the business must 
operate. 


It is not my purpose to elaborate on this second and vital respon- 
sponsibility. It has been done on other occasions—as the N.A.C.A. 
Year Books will witness.* Instead, a more precise program for 
the discharge of the accountant’s responsibilities is attempted and 
this will call for action now because it is now that we are creating 
the post-war pattern. 

In 1939 and 1940 I talked to several N.A.C.A. chapters on the 
subject of preparation for a wartime economy. For more than 
a year I have been talking on the subject of preparation for the day 
when each company will lose the artificial stimulus of war orders— 
and this may occur for many companies long before we as a nation 
cease war. I have felt up to now that the accountant’s main con- 
tribution was to use his special training and skills in studying those 
financial and economic problems of the nation which will so deeply 
affect the post-war environment in which business must operate. 
It is none too soon to engage immediately in a specific program to 
assist management by presenting the cost and the financial problems 
which loom ahead and by providing the material to guide them 
in making decisions to meet conditions which will violently change. 
The task then is to begin—to take the first steps—to formulate 


* See for example Wartime Responsibilities of the Industrial Accountant 
by Harry E. Howell, 1942 Year Book. 
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a procedure and a plan. Three steps suggest themselves as adapted 
to accounting techniques and reasoning processes. 


First Step—Series of Cash Forecasts 


The first step is the preparation of a series of predictions of the 
possible trend of cash resources. This probably can be carried out 
best by a series of financial budgets, each one of which will give 
body to a different hypothesis of prospective post-war operations 
and will project and expound the financial outlook thereunder by 
estimating the working capital needs, the sources of working capi- 
tal, the liquidity and utilization of reserves, the need for long-term 
capital, and the possible sources of long-term capital. These budgets 
must also be prepared for different values of the dollar. It prob- 
ably would be academic to use the gold standard dollar, but to 
use the present dollar is, likely to be very misleading. Possibly 
a usable working picture can be obtained by using the purchasing 
power of the dollar for the period from 1930 to 1933, from 1933 
to 1936, the purchasing power of the dollar through 1939 and 1940, 
its present purchasing power, and the purchasing power of the 
dollar under such varying degrees of inflation as your pessimism 
permits. 

It is hard to reconcile the intensity with which business fights 
for post-war reserve while paying little attention to, if not actually 
condoning, the action of special groups and blocs who would de- 
stroy the barriers against inflation. If they are successful they 
will nullify the purchasing power of the most liberal amount of 
reserves. 


Tax Refunds and Adjustments as Sources of Funds 
There will be many elements of forecast and prediction going 


"into these financial budgets and the basic assumptions must come 


from the management. 

But there is one source of funds of such major consequence as 
to be probably the greatest single factor in the post-war survival 
of many companies. Its computation and disclosure is definitely 
in the accountant’s field. That critical factor is the effect of the 
refund of taxes paid during the war period and the reduction of 
current taxes during post-war years as a result of the carry-back 
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and carry-forward and the other relief and refund provisions of 
the revenue acts. 

Possibly the most important service that the accountant can 
render to management is to bring to them a very clear understand- 
ing of the truly great financial benefits which may accrue in the 
post-war period as a result of the relief provisions of the 1942 
and the 1943 revenue acts. On this point there is a surprising lack 
of understanding. Many business men seem to feel that such 
relief is confined to claims under Section 722, which they feel, 
and rightly so, will be difficult to sustain, and to the 10 per cent 
rebate of the excess-profits tax, if it has not been used currently. 
In any event, they feel that such refunds come at too indefinite 
a time in the future to be a factor in post-war financial plans. 

For the making of proper decisions for each company, it is vital 
that the management understand clearly and thoroughly the exact 
nature of these refunds, the way in which they may be applied 
to their own business, and the amount which will be recovered 
thereby. Time will not permit an exposition of all these elements 
of the tax law, but if nothing else is done at least make a fore- 
cast of the possible revenue from this highly important source 
for at least three years ahead. 

Some of the sources which will permit a reduction or a recovery 
of the tax paid during the war years are these: 

Amortization of Defense Falicities—Facilities bought under 
certificates of necessity are amortized at the election of the 
owner over sixty months. If the war should end before that 
time this rate will be accelerated and the tax reduced to the 
extent that the additional amortization charges reduce the 
profit. 

Replacement of base inventories where companies are oper- 
ating under the Lifo method and have depleted or exhausted 
base stocks. 

Relief by claims under Section 722.—While such claims 
are technical and complicated and should not be filed if no 
valid grounds exist, they will in certain cases do a great deal 
to restore a company to the relative position of competitors. 


The post-war refund of 10 per cent of the excess-profits 
tax (to the extent that it is not used currently) which will be 
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available at the option of the Government after three months 
and not later than two years after the cessation of hostilities 
for the 1942 refund, three years for the 1943 refund. 


Unused excess profits credit, carry back, and carry forward. 
—Of greater importance is the section which provides that in 
the two years following the war to the extent that earnings 
do not reach the total of the excess-profits credit (i.e. the 
pre-war normal earnings per Revenue Act) the unused portion 
of the excess-profits credit may be carried back first against 
the income of the second preceding taxable year, and then, 
if not fully used, the balance may be carried back against 
the first preceding taxable year. If there is still some part 
of it unused, it may then be carried forward to the year fol- 
lowing the taxable year in question. What does this mean? 
It means that the amount thus carried back automatically 
takes that same amount out of the excess-profits tax rate of 
81 per cent net and transfers that amount into the normal 
and surtax bracket where it is taxed at 40 per cent. There is, 
therefore, a net recovery of 41 per cent or nearly half of the 
original tax paid, in fact nearly half the current year’s shrink- 
age in income from the excess-profits credit base is recovered 
and this may indeed be a very vital source of revenue in years 
when it is most needed. 


Effect of Net Operating Loss Deductions 


But probably the greatest relief provision for those companies 
which do not face the prospect of breaking even but can only see 
losses ahead is the net operating loss deduction. This provides 
that the net operating loss may be carried back for two years, first 
against the income of the second preceding year and, if any is left 
over, again against the income of the immediately preceding year. 
Similarly the losses for the second year may be so carried back. 
If there is any part of the loss thus carried back which is not 
absorbed by the earnings of the two preceding years, the balance 
may be carried forward to the next year and the succeeding year 
following the taxable year in question. The effect of this is to 
refund first the entire excess-profits tax rate on the amount of 
such loss and if the loss is not fully absorbed against excess-profits 
income to cause a refund of the normal tax on the balance in each 
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year of its application. It goes without saying that this provision 
gives a very great inducement to management to employ people; 
to clean house ; to get rid of slow-moving and obsolete inventories, 
and idle and superseded machinery and equipment ; to spend money 
for revitalizing its sales, executive, and administrative organiza- 
tions ; to improve its manufacturing efficiency ; to restore machinery 
to first-class, condition ; and to enter vigorously into new markets. 

Proposals are now being considered in Congress to permit this 
net operating loss deduction to be picked up currently in the year 
in which the losses occur. This would be done when the volume 
of unfinished contracts fell off a certain percentage (say 25 per 
cent) and it was obvious that the company would run into a loss. 
Under such circumstances the company would be permitted to 
estimate its loss for the year, to compute the effect of carrying this 
loss back as provided under the law, to compute the refund which 
would be due, and to deduct this refund from the quarterly pay- 
ment of taxes made during that year on account of the tax for 
the previous year. These provisions of the tax law certainly are 
of vital consequence because they make available large amounts 
of cash at most timely periods. 

In effect, the carry-back and carry-forward provisions of the rev- 
enue acts bring about an averaging of five years’ income and if 
that period should be the last three years of the war and the first 
two years of post-war period the tax refunds may well exceed in 
importance any other source of working capital. 

Reorganizations, mergers, and corporate rearrangements made 
without consideration of the possible loss of the benefits of these 
provisions may be exceedingly costly. Likewise acquisitions of 
corporations with advantageous tax possibilities without a proper 
business reason for such acquisition will fail in their purpose. 

The present tax laws have gone a long way toward meeting 
many post-war contingencies and toward restraining the downward 
trend which otherwise gathers such tragic momentum. Be certain 
that your management understands these provisions, what they 
mean in cash, and what they mean in opportunities to operate under 
extreme post-war difficulties. 


Second Step—Measurement of Financial Strength 


The second step in the program for discharging the accountant’s 
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responsibility to management is the measurément of the present 
financial strength and stability of the company and its power to 
withstand the shock of the loss of war business. A sound basis 
from which to start such measurement is the balance sheet of the 
company. It is familiar ground to the accountant and he can talk 
with authority in regard to it. 

Never was there a time when a critical, unsentimental, and objec- 
tive appraisal of the balance sheet was more necessary or more 
profitable. It is assumed that war liabilities and contingencies are 
now properly reflected (and in this connection read Victor Stempf’s 
excellent suggestions in the November 1, 1943, N.A.C.A. Bul- 
letin) and our concern is with the post-war availability, liquidity, 
usefulness, and value of the items shown. 

A suitable worksheet form on which to gather the information 
in some cohesive pattern is the realization and liquidation account, 
which fortunately is more often a technique of the accounting 
course than of actual business experience. 

Set up the balance sheet items in the left-hand column. In the 
center leave plenty of room for remarks and the tentative answers 
to the questions raised. Key each one of these and support it with 
a separate memorandum and exposition, which should be kept 
under constant review. Then in the next column show the alloca- 
tion, appropriation, and disappearances of assets, the increases of 
liabilities, and maturing of contingencies. In the last column show 
the net free assets which the company may employ in meeting 
competitive conditions, maintaining itself during the first shock 
of the post-war depression, developing new products and new 
market, and reestablishing itself on a firm post-war footing. 

Let us take a few of the items of the balance sheet and fill in 
the remarks column. 


Cash 

Most concerns have ample cash today. In the normal course 
of events there should be a constant flow into cash so long as we 
are able to convert labor, material, and inventories into accounts 
receivables and accounts receivables into cash. But set aside the 

following : 
Amounts of federal tax due, to the extent of the full lia- 
bility less tax savings notes. Much of the ease in working 
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capital is this borrowed tax money and the day will come when 
it must go out and cannot be replaced. 

Amounts repayable under loan agreements. 

Retirement of bank indebtedness postponed during the war. 

Cash outgo in excess of income for the estimated period 
of transition from the low point to the recovery to break-even 
volume. 

Amounts required for expenditures for delayed repairs and 
maintenance; for needed equipment; for expenses in excess 
of normal for reconstituting and retraining sales, administra- 
tive, executive, and accounting staffs; for the reorganization 
of standards and methods engineering and setting up efficiency 
controls in manufacturing departments ; and those many items 
where more than current income must be spent if the full 
share of post-war income is to be obtained. 


The remainder will be free cash and it will give us some measure 
for determination of dividend policies, of the underlying strength 
to stand unexpected losses and depressions of long duration, and 
of the ability to advance while others retreat. 


Accounts Receivable 


Suffice it to say that those who are material men or subcon- 
tractors in any tier below the prime contractor or who are material 
men selling subcontractors in these categories should be resolved 
to make no estimates of the speed of collection on the results of 
the last two years or to consider them as any indication of potential 
bad debt loss. On the subject of unfinished contracts and the 
tying up of funds which may arise as the result of contract can- 
cellation and termination and the losses which may accrue there- 
under, I shall merely refer you to the voluminous current literature 
on the subject from which you should be able to measure the 
hazards. 


Inventories 
It is my opinion that the greatest element of danger in the entire 
picture is inventories. First, there is a huge quantity inflation 
measured in terms of the immediate post-war market (except for 
a relatively few highly essential consumer goods items unavailable 
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during the war). If this merely meant an extended period during 
which funds were tied up the results would not be of such great 
concern, but the condition of the inventories of commercial peace- 
time goods is such that many concerns will be obliged to shut down 
or to operate on a short-time basis below break-even points and 
these losses will draw heavily on the cash reserves. 

Then there is the question of price inflation, If there should 
be an inflation of the currency so as to raise commodity prices 
above the levels at which inventory is now carried it may fore- 
stall inventory loss, but that will be offset by the shrinkage in the 
purchasing power of working capital and investment reserves and 
funds. Even if there should be no currency inflation there may 
still be drastic losses from price declines. A study of particular 
commodity prices will show that the prices in effect at the time of 
OPA stabilization or at the time we entered the war were in them- 
selves inflationary prices affected by the buying by allied and enemy 
countries prior to the war. Such price levels will tend to drop to 
those which existed when a volume of business was available 
similar in physical amount to the volume which will be offered in 
the post-war period. We know that the consumers’ purchasing 
power in this country (and throughout the world, if suitable trade 
agreements can be made) must tremendously exceed that which 
existed in the period from 1930 to 1936 if we are to use profitably 
the same amount of productive facilities and the employable popu- 
lation which we had at that time. When the staggering increase 
in productive facilities and the technological advances which have 
increased the production therefrom are considered it seems inevi- 
table that the competition for whatever volume of business may 
exist, if we are to have free enterprise and a competitive system, 
will be fierce, ruthless, and destructive of stable prices. 

It is suggested that the price levels of 1930 to 1933, (just prior 
to NRA), and those from 1933 to 1936 should be carefully studied 
and the amount of inflation above those prices existing in the 
present inventories be set out as a possible loss. - 

A further loss will arise from obsolescence. There are large 
quantities of materials and finished parts in inventories today that 
were perfectly saleable before their sale was restricted or frozen 
under WPB regulations but for which no market will exist when 
the war is over, due to technological advances in the making of these 
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commodities themselves or to the substitution of completely new 
products to serve the same purpose and, in many cases, to a com- 
plete supersession of the commodity or process of which these 
materials are a part. This unseen obsolescence will come to light 
suddenly. Mere resumption of manufacture of standard lines, 
long before adequate stocks are built up, will immediately render 
practically valueless inventories of wartime inferior substitutes. 
Many items have lost their markets forever because federal agen- 
cies have been able to ignore labor, capital, and local government 
combinations which have imposed unnecessary and wasteful meth- 
ods which increased the cost to the consumer, and thus restricted 
the market, but in many instances this will mean greatly increased 
demand for the simplified products as the larger potential market 
is brought within price range. 

Similar considerations may well destroy the value at which pat- 
ents, licenses, and franchises may be carried on the books even 
though their terms may yet have long to run. 


Property Accounts 


Questions of major policy are involved here. In the first place 
the company must make up its mind whether it is going to re- 
sume its approximate pre-war place in its industry or whether it 
intends to use its new facilities to take a larger share of the busi- 
ness of that industry. Such an intention would require estimates 
of competitive retaliation, probably in the form of price wars. 
Further, it must decide whether it intends to use these facilities 
for new lines developed for war use which have peacetime po- 
tentialities, or whether the facilities will be held in readiness to 
enter the most promising of the new fields which will open up. 
There is no element upon which more decisive clear-cut action is 
needed. 

When some decision has been reached there should be no delay 
in planning a program for the disposal and abandonment of the 
machinery and equipment which will not be required, in order 
that losses may be taken ‘within the two-year carry-back period. 
Competitive situations will make it impossible to carry a load of 
fixed charges for capital equipment which is being held merely 
in case it may be needed. After that is done, the remaining ma- 
chinery should be surveyed and put in first-class running shape. 
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ew Competition will not permit the use of higli-cost, inefficient ma- 
m- chinery. Meanwhile adequate reserves should be used to reduce i 
ese the inflated values to a sound usable value, the fixed charges on : 
ght which may be recovered in the normal peacetime sales price of ‘ 
es, the production. A major factor in such calculations will be the q 
ler competition of concerns whose up-to-date machinery may have { 
es. been acquired at bargain rates from DPC. i 
n- Each item in the balance sheet should be inspected and appraised 5 
nt in this manner, not once, but many times as conditions change and : 
~ as more closely we approach the point of decision. 
ed Avoid Tax Influences 
cet It should be clearly understood that in the appraisal of the items 
on the balance sheet and the setting up of these reserves and re- : 
at- valuation estimates the regulations of the income tax law should § 
en not be considered. Taxable income and book income are two dif- a 
ferent things. Income tax rules which may be quite proper for 4 
ascertaining the income for the period subject to tax should not 
be used as an excuse for failing to set up reserves to place a proper 
ce valuation on balance sheet items. 
e- In any event, the particular process here suggested is the prepa- 
it ration of a schedule of realization and liquidation and not of entries 
si for the books. It may well be that after examination of this report 
es the management may see fit to place reserves on the books or at 
‘Ss. least to make a specific appropriation of surplus so that stock- 
es holders may not be deluded as to either the current profit or their 
equity. 
to 
p. Third Step—Analysis of Ability to Make a Profit 
is The third step and an immediate task which faces the accountant 
in discharging his responsibility to management is to present re- 
ly ports and data which will enable the management to determine the 
re ability of the company to meet post-war competition and make a 
profit. 
d. Again a start can be made from a base which is familiar ground 
of to the accountant, namely the profit and loss statement. The same 
y critical appraisal of each item going into each projected profit and 


loss statement should be made, and the same procedures should be 
used in preparing these statements as were used in building up the 
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suggested financial budgets. These predictions should be shown in 
a series of projected profit and ‘oss statements each based upon a 
different hypothesis of post-war volume, costs, and expenses, and 
each one of these should be presented giving effect to several dif- 
ferent valuations of the dollar. When they have been prepared, 
we are in a position to review each item which goes into the making 
up of the profit and loss statement and use the analysis to detect 
the strength and the weaknesses in the profit-making potentialities 
of the business. 


Sales Volume 


For example, consider sales. What is the prospective sales 
volume of items which, through patents or other forms of protec- 
tion, are relatively free from the direct effect of competitive pricing, 
and what is the volume subject to the direct effect of competitive 
pricing? What prediction can we make as to the level of prices 
in view of the anticipated market and the facilities available to 
produce goods for that market? What will be the effect on the 
sales dollar if prices recede to the 1933-36 level? What will the 
effect on those prices be if (as a result of the possible exemption 
of standard commercial articles from renegotiation, thus necessi- 
tating cost analysis as a standard procurement practice during the 
war period) the long-established price differentials for the travel 
of the commodity through successive channets’*from the manufac- 
turer to the consumer are disrupted or destroyed ? 

An appraisal of all the factors which will affect post-war sales 
prices, physical volume, and the post-war sales dollar income might 
well dictate the liquidation of many enterprises as soon as war 
business ceases, but it is too much to hope that this will happen 
to the extent that it should. Instead the marginal high-cost oper- 
ators will hang on as long as they can contribute a little to the 
satisfaction of consumer needs, but they will bring down wage 
levels and purchasing power and destroy the equity of socket 
in other companies as well as their own. 


Method of Distribution 


Let us consider next the anticipated method of distribution. 
How much should be allowed for retraining and rebuilding the sales 
organization and to regain markets temporarily abandoned? What 


366 


D 
om 

ch 

are 

sis 

bo 

Fi: 

int 

of 
wh 

A 

vic 

fu 

an 
of 
an) 
ure 
cos 

> rer 

is 

cos 
fix 

ari 

the 

wh 

not 

uni 

ext 
of 

tin 

-§ ties 

§ 

] 
res 
t 


December 15, 1943 N.A.C.A. Bulletin 


changes are there in the products or in the products of which they 
are a component which will require new promotion, advertising, 
and marketing costs? Distribution is a fertile field for cost analy- 
sis, not cost accounting in the sense of a system tied in with the 
books and run as a part of regular accounting routine, but ana- 
lytical studies of distribution costs by territories, by products, and _ 
by methods of distribution, both those in use and alternative ones. 

In this connection there are two important things to remember. 
First, when a manufacturer reaches the ultimate consumer through 
intermediate steps the price differential which he allows at each one 
of those steps—in other words the amount of the consumer’s dollar 
which he does not get himself—is part of the cost of distribution. 
A careful study of the cost paid these intermediaries for the ser- 
vice rendered compared with the cost should the manufacturer 
furnish such service himself may well lead to economies which 
would reduce the price to the ultimate consumer, widen the market, 
and make it possible to increase the demand so as to utilize some 
of the idle additional capacity. The second point to remember in 
any analysis of distribution costs is that they should not be meas- 
ured against the gross margin which remains when total product 
costs are deducted from sales price, but against the margin which 
remains when variable costs are deducted from sales price. This 
is not the time to enter into a discussion of the treatment of fixed 
costs in management computations and the way in which these 
fixed costs are recovered through sales, but disastrous results may 
arise if conclusions are drawn from figures which fail to segregate 
the lump sum of fixed costs (which the business has,.no matter 
what its sales volume is, or for that matter, even if it has sold 
nothing), and from figures which fail to disclose the number of 
units of sales at which the fixed cost is fully recovered by the 
excess of sales income over the variable cost. Next, consider cost 
of sales. What about items purchased for resale—should we con- 
tinue to buy or start to manufacture with the war acquired facili- 
ties? What about items manufactured—can the subcontractors do 
a better job or should high-cost manufacture be resumed ? 


Labor Costs and Pension Plans 


In considering the cost of manufacture our chief concern is to 
restore pre-war efficiency. This is not a job that can be done 
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overnight. It will call for the most careful effort, engineering, 
and time studying. It will be extremely unwise to look for lower 
labor costs resulting from reductions in wage rates. It is not only 
unwise because the average basic wage cannot be brought back to 
pre-war levels without grave disturbances, but because (except 
when wages are so extravagant they limit the market by an un- 
economic cost) a low wage level destroys the very purchasing 
power necessary to utilize full productive capacity. 

Proper control of labor costs means the building up of a well- 
trained, satisfied group of employees who will turn out a fair 
day’s work with a minimum of scrap and waste. One item to 
consider is the extent to which the organization has aged. It may 
be found that the bulk of the key jobs will be held by men of re- 
tirement age, which means that not only will they be unable in most 
instances to meet the strain and pressure of adjustments to post- 
war conditions, but that younger men who can do so will move on 
to other concerns where opportunity is not blocked. 

The present tax law puts the most amazing premium upon the 
setting up of a proper pension plan. Under the rule permitting 
5 per cent of the payroll to be set up without actuarial computations 
for the first year, those concerns whose employment rolls are tre- 
mendously swollen over prospective post-war levels may well be 
able to finance the bulk of the past service credit, which heretofore 
has been the chief deterrent to the establishment of such plans, on 
a basis whereby the Government may well stand 81 per cent of 
the cost in taxes and in many cases, when renegotiation is con- 
sidered, 100 per cent of the cost. There is nothing that will do 
more for the cementing of employee relations and the rejuvenation 
of the organization than a sound plan of retirement pay actuarily 
computed and properly funded so that the employee can look to it 
with confidence. 


Material Cost 
One obvious problem is deciding which substitute materials shall 
be retained, whether the old materials should be restored, or 
whether brand new materials should be employed, followed by the 
need for procedures and practices which will reduce scrap and 
spoilage from their present high level. 
368 


De 
Ab. 
7 
cos' 
mat 
Boe 
stat 
upo 
Cos 
&§ 
unt 
adv 
(alt 
or! 
of | 
con 
met 
— Me 
Ps cast 
fh cost 
In 
hav 
that 
inef 
pro 
a vi 
the 
trac 
the 
T 
the 
exp 
1940 


N.A.C. A. Bulletin 


December 15, 1943 


ng, Absorption of Fixed Charges 

id Time will not permit discussion, but briefly the recovery of fixed 
aly costs is not a job of cost accounting proration but a prime job of 
to management judgment. Reference to N.A.C.A. Bulletins and Year 
ept Books* will develop this point of view. 

ad You must have come to the conclusion as this profit and loss 
ng statement has been discussed that a major responsibility is forced 


upon us in connection with the cost accounting system. 


air Cost Control 

to It could be said that probably no part of the business structure 

ay has suffered more than the cost accounting and cost control system, 

re- until it is recalled that there is not much selling any more or much 

ost advertising of a direct type, or for that matter, much purchasing 

st- (although there is something called procurement and expediting), 

on or much old-fashioned financing with all of the government sources 


of funds available, and there is some question as to just how much . 
he control remains over manufacturing processes with all the govern- - 
ng ment inspectors to aid and assist, so comparisons will not be useful. 
ns Merely let us say that many sound cost systems have become war 
e- casualties. 
be It may be argued that industry has made a mistake in permitting 
re cost control mechanisms to become less a factor than they were. 
yn In the first place a good deal of the inefficiency and waste could 
of have been controlled and can yet be controlled. Experience shows 


n- that once an organization has acquired habits of waste, stalling, and 
lo inefficiency they cannot be wiped.out overnight, it is a long tedious 
- process and an ungrateful task. Further, industry which has such ; 


a vital interest in the impact of taxation could have saved, since 


4 the first perilous need for war material at any cost was met, and 
can now save, large sums in the performance of government con- + 
tracts. Such savings passed on in price reductions would reduce § 
the tax bill. 

1 The efforts used in obtaining these economies which are within 4 

a the control of individual companies, would produce far greater ‘ 
sums than can be obtained by using these same efforts to reduce 

: expenditures in government agencies, not because government : 


*See for example Streamlining Your Overhead by Harry E. Howell, 
1940 Year Book. 
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agency expenditures cannot be cut, but because we are dealing with 
eighty or ninety billion dollars in the one instance and four billion 
in the other. The most significant amount of money that the 
Government collects in taxes is spent by industry itself in produc- 
ing the goods that are needed for the war effort. Rigid economy 
through cost control would serve the double purpose of preserving 
the efficiency and the competitive strength of the industry and 
reducing its tax load. 

However that may be, the job of restoring efficiency and meet- 
ing competition will require the prompt reestablishment of systems 
of cost accounting and cost control. A prime responsibility exists 
to have the system outlined in scope definitely enough that the 
necessary preliminaries may be started as soon as the opportunity 
affords and before the emergency arises, and in sufficient detail 
so that men and women may be promptly trained to operate it. 
Such a system should not be the system which has been abandoned ; 
something should have been learned as a result of the experience 
in war production. 


Standards Still the Cornerstone 


My view is that the principle of standards and the control of 
operations through exceptions and variances is still the corner- 
stene, but that we went too far in translating every control detail 
into dollars. I am inclined to believe that the cost control mechan- 
ism should be established out in the shop at the point where the 
expenditures of material and labor and the utilization of equip- 
ment occur, and they should be stated in physical terms—pounds, 
tons, hours, men—possibly with far less precision but more utility 
—with each report timed to the effective period for control, which 
might well be a month, a week, a day, or the moment of occurrence. 
Such control would not need to be tied to the books by conversion 
into dollars. 7 

On the other hand, there is no way for the general management 
to control the broad operations by inspection of these multitudinous 
detail controls or even a summarization of them. Different forms 
of controls must be established. In most cases these can be handled 
quite satisfactorily in dollars. If the fixed costs are distinctly 
shown, the dollar accounts set up for these controls can probably 
be placed into a profit and loss statement which will show all! the 
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elements which contributed to making the profit and at the same 
time the variations from the expected contribution of each element. 
Again, N.A.C.A. literature is the best source of information on 


this point. 
The Broad Background 


These then are the three steps—projections of financial budgets, 
of balance sheets, and of profit and loss statements, with the cor- 
related analyses of problems and assumptions—that will bring post- 
war planning down to a tangible, solid footing, and a start must be 
made now. Our Chinese friends say “The start of a thousand 
mile journey is the first step.” 

While I have concentrated on a specific program for carrying 
out the prime functions of the accountant in discharging his re- 
sponsibility to management and have not dwelt as I have done 
previously upon the background which he should develop in order 
to do the type of thing which will make his work an effective part 
of the management function, I must conclude with a few words 
to convey to you my feeling that without that deep interest in the 
general economic problems and in those forces which create the 
environment in which business must operate, the accountant’s con- 
tribution to the perfection of plans to carry business through the 
transition from a war to a post-war economy must necessarily be 
unimaginative, sterile, and lacking in vision. 

It is futile to plan for a business on a policy of isolationism (it 
is a tragedy when a nation operates on a policy of isolationism) 
and no accountant can discharge his responsibilities to management 
in planning for reconversion to post-war profitable activities unless 
he brings to his work at least some understanding of a few of the 
economic issues—of such issues as inflations; as world trade and 
tariff subsidies; as the restriction of free enterprise by patents, 
licenses, monopolies, and competitive agreements; as the restric- 
tions on capacity to produce by labor practices restricting output, 
apprenticeship, the number who are permitted to work and other 
short-sighted curtailments; as the restrictions on maximum con- 
sumption because of prices which are too high due to uneconomic _ 
manufacturing, to exorbitant wages for a poor day’s work, to 
wasteful and extravagant selling costs, and to unnecessary and 
antiquated methods of distribution through intermediate steps from 
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the manufacturer to the consumer whereby profits are taken on™ 
materials by those who perform no services. : 

These matters strike at the economic well-being and rity of 
every man, woman, and child and their solution is not the opoly ¥ 
of one political party or any of them. To assert that economieg 
right lies in one party (usually the one not then in power), and 
economic wrong is the monopoly of the other is to display ignor 
ance of history, to condone mental laziness, and to forfeit the right 
we have to think for ourselves. It ill befits men who have bees 
trained to deal scientifically with problems, to ascertain the facts, @ 


and to draw unbiased conclusions to parrot such assertions. The@ 


solution of many of these problems will await the day when the 
individual will direct his thought to these problems as a citizen and 
not as a party adherent. § 

If in the course of studies taken to provide this essential back § 
ground, without which accounting skills and techniques can make gj 
no real and lasting contribution, some of you are able to com 
tribute to the solution of these problems, and if you go further and 
accept a position of public leadership in these matters, then indeed 
your responsibility to management and your duty to your country 
will be well discharged. 
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